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turing company with its principal offices in New Yorl 

As does any large manufacturer, SCM cnters into con 
tracts similar to the one in this case. Such contracts, in 
volving the purchase of a business and the assignment of 
patent rights in an untried new product, obviously carry a 


ipany. W here 


the investment is highly speculative, the risk may, as here, 


high degree of risk for the purchasing con 
be shared by having part of the payment contingent on the 
commercial success of the new product 

The District Court's decision will discourage such mutual 
risk taking. It increases the already high risks of bringing 
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commercial context in which the transaction took place. 


SCM believes that the District Court decision and 
opinion is a bad commercial and contract law precedent. 
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potential significance of the case was promptly 
ny | ¢ ‘ 
-ommercial-legal world. In a two-day 
Instit te Jat mry 197¢ “minar titled “C rant 
nstitute January 70 seniinal 1tie¢ urrent 


Trends in Domestic and International | | 
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rly disagrees with 


> DFIeL 1S 


exhaustive review of the facts. SCM ll, indeed, 


function as friend of the court by its emphasis on the 
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tions of law if. as SCM believes, the errors below are ba 
ally errors of law, the resolution of which will obviate 
need tor exte nded considerat 1 of factual disputes 

SCM _ believes that Singer’s brief presents ample 
grounds for this court to reverse the District Court deci 
sion. But there is the possibility that the decision would 
be reversed because of errors in the findings of the District 
Court, as urged by Singer, without reaching aspects of that 
decision which make it a particularly bad commercial law 
precedent. Accordingly, SCM submits that this Court 
would benefit from a presentation that addressed itselt 
primarily to the errors ot law which might adversely affect 
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commercial dealings well beyond the scope of the tactual 


situation presented by this record. 


The Court Below, as a Matter of Law, Should Not 
Have Imposed Additional Contract Terms and Condi- 
tions Which the Parties Had Never Expressed in Their 
Written Contract Nor Even Discussed. 


When parties to an agreement demonstrate that they 

if including specific covenants and agreements 

businesslike manner 

(such as the clause in the contract requiring Singer to 
spend $100,000 a year or have control of the product 
subject to reversion to Perma ) it defies common experience 
the parties intended to leave a vital and poten 


lly ruinous obligation unexpressed. 


A. Lady Duff-Gordon is inapplicable—there is here no 
question that there was consideration and that the 
contract was binding. 


The lower court was wrong in relying on Wood y. Lucy, 
Lady Duff-Gordon, 222 N. Y. 88, 118 N. Ie. 214 (1917) as 
authority for in ing an additional obligation on the 
agreement. Unlike the agreement in the Lady Duff-Gordon 


* | 14 es, out ee catenin Pi 
case, the agreement here contains express enirorce ible COvVe= 


nants by both parties 


The question in Lady Duff-Gordon was whether there 
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was consideration hat case represents a practical way to 


enforce a contract where (a) it was obvious that both par 
ties intended the written promises to be enforceable, but 
(b) there was no express consideration to render one 
nee Fede: inarceab! Aiea 

party s pronuse entorceabie, \n unexpressed obligation 
was inferred because there was no other way to preserve 


the enforceability of other express promises (Lady Duff- 
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alternative 
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intentions, Singer did in fact expect hegin manufacturing 


and marketing the device soon 
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have abandoned thi 


received substantial benefit 
\bsent such a surprise intervening event, Singer’s pre 
ipitate abandonment of the project w robably have 


been wrone and would give rise to liability, not because 


Singer was obliged to do something under the contract, 


but because such abandorment would be so inconsistent 
with the parties’ expectations as to be strong evidence of 
a lack of good faith and of fraudulent inducement. But 


that was not the case here; and this court properly affirmed 
the summary dismissal of plaintiff's fraud claims, 410 F. 


2d at 576-78. 


\pposite is HML Corp. v. General Foods Corp., 365 
F, 2477 (3d Cir. 1966), where the court applied New York 
law, distinguished Lady Duff-Gordon, and declined to add 


to an agreement a term requiring buyer to use its best 
efforts to exploit a sala’ dressing trademark. Seller was 
to supply all of buyer’s quirements of that salad dressing 
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The parties’ w ten contract refutes the existence 
of the implied open-ended obligation imposed by 


the District Court. 


manu 


facturing, e. id. (b) 


two years . inge is 7a pend <% least 
$100,000 annually on marketing and promoting the Prod- 


uct if it wants to be sure of keeping it (PN OOA, paras. 


13, 10; emphasis added). 
Nobody has claimed that Singer was obliged to ex 


the device even if it didn’t work and consumers didn’t want 


it. Thus, the absolute discretion to determine the method 
of exploitation must necessarily subsume the 

termine not to exploit the product 

as an expression of the parties’ intent that Singer would 


not be subject to the kind of after-the-fact review of its 


' 
business 


rhe requirement of marketing expenditures of $100,000 
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minimum marketing 

covenant 

of Singer ', for whatever r , Singer did not make 
the minimum expenditure, the siness (including 
patents, technology, too tomatically be 
upon payment of 2 speci 

10). Accepting Perma’s conten 

; that reversion 

right was presumably better for Perma than, for example, 


a minimum royalty provision. 


burg Corp., 

involved the sale of a cigarette vending machine business, 
including patents. There, this court rejected seller’s Lady 
Duff-Gordon argument for an implied obligation to exploit 
the patents, and cited as one of the factors the existence 
of a similar reversion and repurchase option. 

To the same effect is Vacuum Concrete Corp. v. Ameri 
can Mach. & Fdry. Co., 321 F. Supp. 771 (S. D. N. Y 
1971 Dy in which Judge Mansfield rejected seller’s 
that a term requiring best efforts to exploit 
device should be implied, and grant 


ment motion disinissing the complain 
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is more readil mn than Judge Duffy’s “best efforts to 
perfect and mar} i word “perfect” is not a ierm of art; 
nd it unreali to postulate such an undefined and open-ended 


word as part of a clause in a commercial agreement 


product, he would nece 

agreeing to use his good 

day-to-day business decisions an 

whether to proceed with the project or to abandon it would 
be matters solely within the good faith exercise of his 
discretion.* (Cf., HAIL Corp. v. General Foods Corp., 


305 F. 2d at 8&1) 


E. The District Court was incorrect in disregarding 
the parties’ explicit agreement that the contract“... 


contains the entire understanding of the parties...” 


Ihe District Court was wrong in ignoring a vital clause 
in the contract, the “Entire Agreement” clause, whicl 
reads : 

“This Agreement, including — the 
Schedules referred to herein which are ; 


contains the entire understanding of tl 


hereto with respect to the subject matter containe 
herein and may be amended only by a written in 
strument executed by Seller and Buyer or their 
respective successors Or assigns There are no re 
strictions, promises, warranties, covenants, or 
undertakings other than those expressly set forth 
herein.” (emphasis added) (PX 60A, para. 18). 


This is not a trivial provision. Its purpose is precisely 
| b 


to avoid the kind of injury that has already occurred: the 


payment of enormous litigation expenses in disputes over 
the existence, definition and performance of a claimed 
obligation that was never even discussed. This clause is 


*Here, of course, the written contract itself expresses that kind 
n understanding in paragraph 13, where it states that “Buyer im 

discretion shall determine the method of manufacturing, 
jing and ma’ cung the Product.” (emphasis added) (PX 6OA, 
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the functional and literal equivalent of 


declarations in the contract 

todo aay, 2: ete” 
Dutty did, is to hold that parties will not be permitted to 
make the kind of contract that actually means what the 
December 1964 contract says. 

It is si a satisfactory answer to argue that an express 
negating of a “best efforts” obligation would be honored. 
Such an argument would then impose on contracting busi 
nessmen and their lawyers the burden not only of defining 
with precision their tmutual rights and obligations, but also 
of listing all conceivable obligations which they are jot 
assuming. 

New York law recognizes the importance of such 
clauses. Thus, in //ML Corp. v. General Foods Corp., 

ae 


Sit} 
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ra, 6-7, one of the factors cited by the court in declin- 
ing find an unexpressed best efforts obligation, is a 
similar ‘“FEntire Agreement’ provision in the contract 
365 F. 2d at &2. 

Similarly, in Vacuum Concrete Corp. v. American Ma 
chine & Foundry Co., discussed supra at p. 9, Judge 
Mansfield’s summary judgment dismissing the 
was based in part on the parties’ “Entre 
vision in the contract 

Fogelson Rackfay ( 
334. 90 N. E S (1950), and he declined to 


implied obligation to exploit the device becaus« 


would be to make a mockery » detailed written 


ment reached as the result of skilled legal negotiations.” 
321 F. Supp. at 774, 77> 

Suppose that two parties wish to create a binding agree 
ment precisely as expressed in the Perma-Singer December 
contract. If the District Court opinion stands, how could 
anvone be reasonably confident that any form of words 
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would be adequate to protect him from a charge that he 
breached some unexpressed but un-negated obligation ? 


Il. 


The District Court’s Opinion Reflects a Lack of 
Understanding of the Commercial Context in Which 
the Transaction Took Place. 

Judge Duffy suggests that the December contract was 
“foisted on Perma” by Singer (Op. 40). This reflects a 
fundamental misconception of the commercial setting in 
which the contract was made and of the reality that it was 
Perma’s conduct which, on the facts stated in the opinion, 
is the more censurable. 


A. The December contract was a good one for Perma. 


There is no basis here for any contention (and Perma 
has made none) that the contract should be re-made because 
it was inequitable as written. Indeed, just accepting the 
facts stated in Judge Duffy’s opinion, it appears that Perma 
was quite fortunate in obtaining the December contract. 
When viewed from Perma’s perspective on December 20, 


206 id 


1964, the December 21 contract tooks like quite a 
bargain. 


Perma Research and Development Corporation ap- 


parently had no business other than trying to promote its 
anti-skid device. Prior to getting together with Singer in 
June of 1964, Perma had been unsuccessful in trying to get 
experienced automotive manufacturers interested in its 
device. Apparently Perma obtained some financ ing and had 
contracted for some manufacturing, but there never were 
any substantial sales of the device. (Op. 7-8) 

Although Perma had acquired some patents, it had 
never produced a reasonably workable product. According 


to Perma’s brief on this appeal, even as late as December 
1964, the development of the device had not been completed 
and there were multiple defects. (Op. 13-15, 23:2; Bris 
15, 17-18) 

Singer contends that before the December contract it 


was not aware of the extensive design deficiencies in the 


existing product. But Judge Duffy found that “Singer 
el Jud ; 


knew that the device was still to be perfected” and “offered 
its purported engineering expertise to perfect the device”. 
(Op. 39)* 

Accepting Judge Duffy’s findings on this point, it would 
appear that in December 1964 both Singer and Perma had 
every reason to believe that bringing this product success- 
fully to market would be an extremely speculative venture. 
There was no assurance that Perma’s device could be made 
to function adequately, let alone be marketed profitably. 

If so. Perma was then virtually at the end of its rope, 
with a potentially dangerous, inc mpletely developed prod 
uct already in its distributors’ hands, obligations to its dis- 
tributors which it could not meet, and bankruptcy imminent. 
(Op. 15, P. Br 34-35) 


In these circumstances, the December contract was an 


excellent one for Perma. Singer removed the threat of 
bankruptcy by assuming almost $300,000 worth of liabili- 
ties and by assuming Perma’s obligations under the distri 
butor acreements (something which, according to its brief 
[S. Br. 10], cost Singer over $225,000 when it had to ter- 
minate the distributor agreements and take back defective 
products). Perma was made s vent, getting the benefit of 
an interest-free loan for five years, and also getting Singer’s 
agreement to pay $24,000 cash on the closing and to pay 

*SCM adopts the arguments in Singer's brief that there was no 
knowledge or intention on the part of Singer to perfect the product 
(nor, for that matter, was there such knowledge or intention on the 
part of Perma, which all along maintained that the product had been 
perfected). (S Br. 15-31) 
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at least $9,800 per month for six months—a 

cash, not inconsiderable for a small company like | 
Although Singer was not commit l 

an\ additional efforts, the practical 

Singer would be spending money to try 

investment of over $1° million (in fact, Singer spent an 

additional $600,000 on such efforts) (P. Br. 23n. 25). If 

things did work out, and the products were marketed 

successfully, Perma would be paid very substantial r ryalties, 

while incurring no further financial risk. If, for whatever 


reason, Singer were unable to market the product success 


fully and didn’t spent at least a hundred thorsand dollars 


its second year unde the contract or in at. year there- 
after. Perma could line up other financing or other pur- 
-hasers and could get the product back (in case, of 


course, Singer would lose most of what it had invested ) 


B. The District Court Opinion posits an unreal world 
in which Singer could do nothing right, Perma’s 
course of conduct is overlooked, and assumptions 
are made contrary to commercial experience. 


The parties’ conduct 


The District Court in effect built a case against Singer 
by construing every action of Singer as though it were 
the product of malignancy or incompetence. But almost 
ali of Singer's criticized conduct, as described in the opinion, 
misht appear to the businessman-reader as rather ordinary 
events of the business world; upon reflection, the worst 
that can be said about Singer from Judge Duffy's own 
observations is that its employees were sometimes too op- 
timistic, too trusting (in Perma) or too cautious (in 
marketing a new device). 

We list here merely a few of the instances where Judge 
Duffy suggests sinister significance in activities of Singer 


that appear to be entirely innocent ant routine. 


(a) In their very early talks, Singer left with Perma 


a brochure that was ‘‘boastful’’ about Singer's engineering 


capabilities ( ( yp. 10). y ‘haracterize the brochure 


“boastful? There 


tended to be mislez 


(b) 
about the 1 
informed (Op. 27, 


nessmen for being diligent in seeking legal advice: 


(c) Some Singer executives were “grumbling” about 
the non-profitability of the Perma program, and Singet 
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was reluctant to make a design change that would have 


made worthless much of Singer’s inventory (Op. 25, 23). 
See also Op. 21. Is it wre ng fora corporate officer to be 
concerned about expenses: How could Singer fail to take 
account of a substantial inventory loss in evaluating whether 


to make a proposed design change? 


(d) Judge Duffy finds it “astounding” that 
would not let Kelsey-Hayes, a competitor, analyze 


vice (Op. 23). 


(e) “Corporate politics inside Singer called for a shake- 
up in management” (Op. 25). Is there really any evidence 
that the management changes were motivated by personal 
power plays rather than by the far more frequent good 


faith efforts to improve performance? 


These innuendoes, and others, are sufficicnt to make a 
businessman despair that he will ever be able to communi- 
cate to a court the essential facts about the ambience in 
which he works; they also appear to create an unresolvable 
tension between his duty to use his corporation’s assets 
prudently and his post hoc court-imposed duty to bend every 


effort to satisfy an outsider’s expectations that his “inven- 


tion” can be “perfected” an ‘ofitably marketed. On 
Judge Duffy's own discussion of the facts, his criticism 
seems unrealistic and unreasonable. 

Rhetoric aside, Judge Duffy’s opinion comes down to 
his conclusions that the Singer employees ought to have 
seen through Perma’s sales pitch, ought to have assign-d 
more creeped men to the project and ought not to have 
been so cautious about attaching a new device to automo- 
bile brake systems. 

Even assuming the accuracy of all specific facts found 
by Judge Duffy, Perma’s mduct was markedly more 
censurable than Singer’s. To the extent that Judge Duffy 
overlooks Perma’s conduct, the decision makes a bad com- 
mercial law precedent. ( Judge MacMahon takes a less per 
missive view of such conduct, 308 F. Supp. at 747-48.) 
Without dwelling too much on the subject, it is worth 
reviewing the facts in the opinion and considering how they 
might strike a lay businessman reader. 

Judge Duffy found that Perma had made representa- 
tions that the device was “failsafe” and “perfected” (Op. 
8-9), although he characterized the latter statements kindly, 
as “puffing” (Op. 34). On all the facts recited in his opinion, 
the situation is more serious than that. There was a re- 
curring pattern of such statements, which would typically 
undermine ordinary business relationship 

Perrino, Perma’s president, was an inventor and a 
promoter who had formed a small research and develop- 
ment corporation. He was unsuct essful in trying to get 
experienced automobile m: inufacturing companies inter- 
ested in his device. He did make a promotional film which, 
among other things, included the representation that the 
device “includes a fail-safe feature which will automatically 
revert to the standard braking system of the car.” He got 


a “glowing” test report from an “independent laboratory” 


which, it later turned out, had agreed to do the testing in 


exchange for a portion 0 ‘rma’s capital stock and a place 
on Perma’s 
Perrino got the interest ple of Singer men who 


were in charge of a largely idle sewing machine manufac 


turing plant. He told them the device wa fail-safe. He 
showed them the promotional film 


Col icealed 


- to the December contract, and up through 
1e continued to represent that the 
product design—his resp msibility—had been perfected ot 
that the device was fail-safe (Op. 33-34; 308 F. 
747-748). These representatio1 l 
people who were inexperienced in the ma..ufacture, 
design and development, of such a product. (Op. 8-11, 


Now to award Perma damages for Singer’s alleged 


s 


failure to perfect the device—for failure to do what Perma 


said it had already done—ws uuld be inequitable in the ex 
treme. As a matter of fundamental fairness, Perma should 


be estopped from recovering on the basis of ‘ontentions 


ly 


inconsistent with its past representations. 
The lack of commercial realism 


Throughout Judge Duffy's opinion there is a dream- 


» | 
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world lack of commercial 


he product could be developed and perfected 
and marketed as easily as he found it could be, why 
had experienced automotive manufacturing com 
panies n * done so long before the trial? 
Why did Perma not mitigate damages by exer 
cising its reversion rights? 
How could Judge Duffy rely on optimistic pro 


jections made by a Singer salesman seeking to 


further investment in the project, where the 


projections apparently related to an unpertected 


liact id Faslead 7 “OT 
Oadut and tailed to con- 


ir competition ? 
Duffy accept projections which 
with the actua’ subsequent 


experience of superior products marketed by people 


experienced in the field? 


It is hard to think of a case which better demonstrates 
why the courts do not allow damages of so 
nature; to allow such damages would be undermine 


redibility of the courts in resolving commercial disputes 


This brings us back to the fundamental error in this 


case: disregarding the written contract. If the parties 
had been held to that to which they agreed in a det: .led 
written contract, there would have been no need tor a nine 
year Cast ending i la 7 l \ ria 1WI! ; weaknesses 
of the adversary system, wi 

ing theory” led to week f testimony and attemp 

fault and to find villains where there may well 
none—where all that really happened was that a high-r1 


business venture didn't work out 
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Conclusion 


SCM respectf 
here, under New 
only by tl 


i 
remade imposing additiona 


Of Counsel: 
ARTHUR A. MUNISTERI 


) 


Dated: January 23, 1976. 


